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‘PF?;. The North Carolina Sustainable Energy Association (“NCSEA™) submits this

post-hearing brief in accordance with the 6 June 2014 Notice of Mailing of Transcript
issued by the North Carolina Utilities Commission (*“Commission”) in this docket.
NCSEA does not challenge herein as unreasonable or imprudently incurred any
costs Duke Energy Carolinas, LLC (“DEC”) seeks to recover. NCSEA does, however,
seek to provide a temporal context for DEC’s proposed fuel and fuel-related charges.
NCSEA also, ultimately, prays the Commission
(1} Authorize DEC to proceed with the shorter-term rolling 24-month hedging
portion of its filed strategy, subject to prudency and reasonableness review;
(2) Clarify that the review of the prudency of hedging decisions, including both
any hedging plan and any decision made during the implementation of such a
plan, will be conducted on the basis of facts known at the time each decision
to hedge (or not to hedge) was made and not on the basis of the outcome of
the hedging decisions;
(3) Direct DEC to report in next year’s fuel rider application the results of its

evaluation, if any, of potential options for longer-term, risk-aware



opportunities such as investment in proven natural gas production and
reserves; and, finally,
(4) Encourage DEC to continue to diversify its supply portfolio into clean energy
resources, including solar, wind, hydro, biomass and DSM/EE.
DEC’S PROPOSED RIDER CHARGES IN CONTEXT
DEC has passed on to its North Carolina retail customers fuel and fuel-related
costs that have fluctuated over the recent years. See graph infra. DEC’s fuel recovery
riders for the residential class, applicable to billing years 2010 through 2014, have ranged
between 1.9306¢/kWh and 2.1772¢/kWh. Over the same period, the general
service/lighting class and industrial class rates have ranged between 1.9508¢/kWh and
2.2195¢/kWh and between 1.9801¢/kWh and 2.2470¢/kWh, respectively.
In this proceeding, under the Joint Agreement and Stipulation of DEC and the
Public Staff, the stipulating parties agreed that the appropriate proposed fuel cost factors'
(including EMF) for each of DEC’s rate classes are 2.1513¢/kWh rate for residential, a
0.0259¢ decrement from the current rider; a 2.1998¢/kWh rate for general
service/lighting, a 0.0197¢ decrement from the current rider; and a 2.2314¢/kWh rate for
industrial, a 0.0156¢ decrement from the current rider. The graph below depicts the per-
account kWh rates that have been approved in recent years and the per-account kWh rates

being proposed in this proceeding.

! In DEC’s application for fuel and fuel-related charge adjustments filed on March 3, 2014, DEC
requested that the Commission approve two sets of fuel factors, Version A and Version B.
Version A reflected continuation of Department of Energy (“DOE™) fees for disposal of nuclear
waste and Version B reflected termination of DOE fees for disposal of nuclear waste. The per-
kWh fee was discontinued by a federal court of appeals and the fee’s termination was made
effective as of 16 May 2014.



Figure 1

Duke Energy Carolinas' Fuel Charge by Customer Class (2010-2015)
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N.C. Gen. Stat. § 62-133.2 sets out the standard by which the Commission gauges
whether to approve fuel and fuel-related charge adjustments, such as the adjustment
being requested by DEC in this docket. The statute provides in pertinent part that

[t]he Commission shall allow only that portion, if any, of a requested cost

of fuel and fuel-related costs adjustment that is based on adjusted and

reasonable cost of fuel and fuel-related costs prudently incurred under
efficient management and economic operations.

2 See Duke Energy's Revised Compliance Tariffs, Fuel Cost Adjustment Rider (NC), Commission
Docket No. E-7, Sub 909 (21 December 2009); Duke's Rate Schedule/Riders/Summary of Rider
Adjustments Effective July 1, 2011 (OC in E-7 SUB 982), Summary of Rider Adjustments,
Commission Docket No. E-7, Sub 909 (11 July 201 1); Order Approving Customer Notice with
Edits, Appendix A, p. 1, Commission Docket No. E-7, Sub 982 (18 August 2011); Duke's Rate
Schedules, Fuel Cost Adjustment Rider (NC), Commission Docket No. E-7, Sub 989 (1 February
2012); Duke Energy's Corrected Tariffs for the Fuel Cost Adjustment Rider and Summary of
Adjustments, Fuel Cost Adjustment Rider (NC), Commission Docket No. E-7, Sub 1002 (20
September 2012); Order Approving Notice to Customers of Change in Rates, p. 2, Commission
Docket No. E-7, Sub 1033 (30 August 2013); Public Staff/DEC/DEP's Joint Agreement and
Stipulation, p. 5, Commission Docket No. E-7, Sub 1051 (2 June 2014).
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N.C. Gen. Stat. § 62-133.2(d). NCSEA does not challenge herein as unreasonable or
tmprudently incurred any costs DEC seeks to recover.
HEDGING AS PART OF A RISK-AWARE APPROACH

a. Recent Procedural History

In last year’s fuel rider proceeding, the Commission required DEC to “file an
updated fuel procurement practices report in Docket No. E-100, Sub 47 that includes a
natural gas hedging strategy no later than December 31, 2013.” Order Approving Fuel
Charge Adjustment, p. 34, Commission Docket No. E-7, Sub 1033 (20 August 2013)
(Ordering Paragraph No. 4).

On 31 January 2014, DEC filed a Natural Gas Hedging Report (“Report™) in
Commission Docket No. E-100, Sub 47A. The Report

proposes “a short-term natural gas hedging plan to manage fuel cost price
risk and dampen price volatility for customers via a structured execution
approach.” Specifically, DEC “is proposing to layer in financial fixed
price swap and coilar transactions for a percentage of its forecasted natural
gas usage for a rolling 24-month forward time period . . . utiliz[ing]
approved physical and financial fixed price agreements to lock in prices
for approximately 50% of its forecasted natural gas burns for a rolling 1-
year forward period (months 1 to 12) and approximately 30% of its
forecasted natural gas usage for the rolling 2-year forward period (months
13-to 24).” DEC also proposes to “evaluate alternatives that can provide
long-term price stability and protect customers from long-term natural gas
price trends . . . [including] the potential purchase and investment in
producing and proven natural gas production and reserves, as these
alternatives could provide long-term price stability and protect customers
from longer term market trends.” DEC “believe[s] there should be
discussions about alternatives that may provide longer term structural
alternatives and opportunities to provide customers with long-term price
stability and protection from longer-term changes in natural gas prices and
trends.”



Transcript of Testimony (Heard 6-3-2014 in Raleigh} (“Tr. at p. ™), pp. 120-121,
Commission Docket No. E-7, Sub 1051 (6 June 2014) (NCSEA witness Dan Mullen
quoting excerpts of the Report found on pp. 1, 3 of the Report).

b. Risk-Aware Regulation and Hedeing

Of necessity, the Commission must concern itself not only with present costs and
prices, but also future costs and prices. The uncertainty associated with future costs and
prices introduces an element of risk. For a Commission that would like to provide
certainty, risk is an enemy to be combatted and mitigated, if possible. The Commission
and the utilities it regulates have weapons at their disposal to assist them in this endeavor.

NCSEA witness Dan Mullen provided a short definition of “risk-aware
regulation.” Witness Mullen testified that

[r]isk-aware regulation is an approach whereby regulators proactively seek

to identify, understand and minimize the risks involved in a specific

regulatory decision; and then to allocate fairly the remaining risk between

the utility and customers. The goal of risk-aware regulation is to ensure

that society’s limited resources are spent wisely, and to minimize overall

costs over the long term.

Tr.at p. 117. While there are “seven key strategies [or “weapons™] that Commissions can
employ to minimize risk[,]” the two strategies or weapons that are most relevant in the
context of this fuel proceeding include: “[d]iversify[ing] utility supply portfolios with an
emphasis on low-carbon resources; . . . [and u]sfing] financial and physical hedges,
including long-term contracts[.]” Tr. at pp. 118-119 (NCSEA witness Mullen testimony
citing the April 2012 Ceres report, entitled “Practicing Risk-Aware Electricity

Regulation: What Every State Regulator Needs to Know,” and attached as Exhibit DM-1

to his pre-filed testimony).



c. Given DEC’s Increasing Consumption of Natural Gas, Shorter-Term
Hedgine (But Not Too Short!) Appears to be a Worthwhile Risk-Aware

Approach

“DEC’s overall gas burns have increased in recent years because of the addition
of new combine cycle (“CC”) generation[.]” Report, p. 1, Commission Docket No. E-
100, Sub 47A (31 January 2014). DEC’s consumption of natural gas has increased from
10 billion cubic feet (“Bef”) in 2011, to 42 Bef in 2012, to 63 in 2013. DEC’s
consumption is estimated to continue to be ~60 Bef in 2014. The increase in DEP’s

natural gas consumption is depicted in the figure below:
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In proposing its shorter-term hedging strategy, DEC evaluated and considered
using a shorter-term rolling 1-year forward period. Report at p. 2. DEC concluded,

however, “that hedging at the proposed rolling 24-month time period versus a shorter

3 See Duke's Direct Testimony of Sasha J. Weintraub Filed with Application, p. 8, Commission
Docket No. E-2, Sub 1031 (12 June 2013); Duke's (Public) Application to Adjust the Fuel and
Fuel-Related Cost Component of Its Electric Rates, Direct Testimony of Sasha J. Weintraub for
Duke Energy Carolinas, LLC, p. 9, Commission Docket No. E-7, Sub 1033 (6 March 2013);
DEC's Application for Fuel and Fuel Related Charge Adjustments and Testimony/Exhibits, Direct
Testimony of Sasha J. Weintraub, pp. 8-9, Commission Docket No. E-7, Sub 1051 (5 March
2013).



